To prevent investment growth in 2013 to 2015 from decreasing, the Industrial Ministry provided fiscal incentives to stimulate investment-growth. Nevertheless, the investmentgrowth of manufacturing firms still declined. This condition indicated that fiscal stimulus might be ineffective to prevent investment-growth from declining. The decline of investment might be influenced by the increase of firm financial constraints to access a source of long term debts. This study aimed to examine the influence of financial constraints in moderating the effect of financing decisions from internal financing sources on investment. The population of the study was all listed-manufacturing firms in Indonesia from 2013 to 2015. Samples were chosen based on the availability of firms' financial report covering the period of the study. The study concluded that financial constraints significantly weaken the effect of internal funding decision on investment. Unconstrained firms had a higher beta than constrained firms. Although unconstrained firms had an opportunity to choose their source of funding, they preferred to finance their investment from cash flows because the cost of debts might be much higher than the cost of equity. Hence, to help firms to finance their feasible investment opportunity, the government should not only provide tax incentives but also provide a low-interest loan. 
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In 2013, Indonesia experienced a slowdown economic growth. This was because of the pressures of US economy, economic crises in Europe, and China Government policy to control its inflation (Media-Industri, 2013) . The decline of economic growth affects the growth of manufacturing sectors in Indonesia. From 2012 From -2015 , the growth of manufacturing industry experienced a decline sequentially at 6,03%, 5,56%, 5,02%, and 4,79% (Media-Industri, 2016) . To prevent the industrial growth from declining, the Indonesian Industrial Ministry provided fiscal incentives to stimulate investment growth (Media-Industri, 2013) . Table  1 is showing the selected financial condition of Indonesian listed manufacturing firms.
The growths of selected financial indicators in Table 2 can be graphed as Figure 1 . Figure 1 shows that nominally from 2012-2015, the average of total assets, average investment, long term debts, and short term debts increased gradually but when the data were seen as a growth the average growth of investment, and long term debts in mid-2012 to mid-2013 increased but in mid-2014 to mid-2015 experienced a decrease. This condition is in contrast with average growth of total debts and total assets that decreased in mid-2012 to mid-2013 but increased slightly in mid-2014 to mid-2015. The increase in the growth of average total assets was followed with a significant decrease in investment growth on fixed assets. This condition indicates that fiscalstimulus from the government might be effective enough to increase the growth of total assets but not effective to increase investment in fixed assets. The decline of investment in fixed assets might be affected by the increase of firm financial constraints to access a source of external funding such as long term debts. This phenomenon is interesting to be investigated. This research, therefore, aims to examine the influence of financial constraints in moderating the effect of financing decisions from internal financing sources on investment.
Investment is important as maximizing the firm's value can only be realized through the firm's | 333 | investment activities. The amount of investment tightly correlates with financing decision because financing decision has implication on the cost of capital (Khan & Adom, 2015) . Financing decisions involve from where the source of funds to finance the investments. Source of firm funding can be sourced from internal and external sources. Internal sources can be from the cash flows generated from firm operation. External sources can be got from debts. Furthermore, the firm capability to get loans depends on firm condition. Firms with financial constraints may get difficulties to acquire an external source of funding (Fazzari et al., 1988) .
Many studies such as Fazzari et al. (1988) , Vogt (1994) , Kaplan & Zingales (1997) , Cleary (1999), and Moyen (2004) have been conducted to examine the relationship between financing decision and investment. To do so, they classified firms into 2 groups namely financially constrained firms and financially unconstrained firms. By measuring financial constraints as a dummy variable, they compared the effect of cash flows on investment between unconstrained firms and constrained firms. Level of cash flows represents financing decision that the financing is from the internal firm. There are 2 reversal results of empirical tests of the relationship between cash flows of unconstrained firms and constrained firms on investment that will be discussed further.
The first group of research provided the result that constrained firms have a higher beta than unconstrained firms (Vogt, 1994; . Based on asymmetric information theory, Fazzari et al. (1988) developed logical thinking to link between cash flows and investment. Asymmetric information occurs because information about firm condition owned by management and information held by the creditors is unequal (Ehrhardt & Brigham, 2014) . The management comprehends firm's condition and prospects in detail and complete. Meanwhile, creditors have limited information about firm's condition and prospects. This asymmetry makes external funding becomes very costly because the creditors can have difficulties to assess the quality of firm's investment opportunities and risks. As a result, the creditors will require a cost of debt which is much higher than the cost of funds from its internal source (Lemmon & Zender, 2016) . The higher the degree of information asymmetry, the greater the constraints of firms to access external funding. Accordingly, the firm will much rely on the availability of cash flows generated from firm operating activities. Fazzari et al. (1988) explained that firms that are facing financial constraints when their external source of funding becomes very expensive, so the firms can only use their internal source of funds to finance investment. Consequently, to provide enough cash for their investment, the firms will tend to apply a small dividend payout ratio. This means that the firms will increase the portion of retained earnings. Fazzari et al. (1988) identified firms with lower dividend classified as more constrained and firms with higher dividend classified as lesser constrained. Accordingly, in terms of the internal source of financing decision, firms with financial constraints will have higher beta than firms without financial constraints. It means that constrained firms depend more on the availability of cash flows (internal funds) than unconstrained firms.
There are some weaknesses of the study of Fazzari et al. (1988) . Firstly, the literature indicates that shorting the beta (sensitivity of cash flowsinvestment) based on the classification of the level of financial constraints faced by firms greatly depends on how the researchers measure the concept of financial constraints. Hence, classifying firms into financially constrained and non-financially constrained based on a priori, where the classification is used to develop an interpretation on the sensitivity of cash flows-investment may be questionable for the validity. Secondly, the measurement of investment using Tobin's q is indicated to contain a measurement bias since Tobin's q does not consider investment in fixed assets that | 334 | need cash flow availability. Hence fixed assets are considered more reliable to the measurement of investment. Furthermore, cash flows are able to capture the phenomenon of financial constraints. When firms face financial constraint, they will much rely on the internal source of funds. Conversely, firms without financial constraint may less rely on the internal source of funds. They have a flexibility to their source of funds since they have access to external funds. Accordingly, the capability of firms to provide funds (whether from internal or external) will affect their investment. This reasoning provides a clear explanation of the relationship between financing decision from internal sources, financial constraints, and investment. Thirdly, there are potential problems about misspecification of Fazzari's model. Debt is considered to be an important variable since this variable has a significant correlation to the availability of cash flows but Fazzari et al. (1988) do not include debts in the model. Firms that have debts must pay monthly installment. The installment would reduce the availability of firm's cash. The second group such as Kaplan & Zingales (1997) , Cleary (1999) , Baker et al. (2003), and , provided a contradicted result. Kaplan & Zingales (1997 , 2000 used qualitative data available through interviewing firm managers and quantitative data available in financial statements of firms to classify firms into a group of developed financial constraints. Kaplan & Zingales (1997 , 2000 found that unconstrained firms have a higher beta than constrained firms. It means that firms with easier access to external funds have relied more on internal funds (cash flows) than external funds. Kaplan & Zingales (1997) argued that managers of unconstrained firms may avoid risk in deciding their investment.
Based on the explanation above, it can be concluded that many studies have examined the relationship between cash flows, financial constraints, and investment but the results have been mixed. This research adopts Kaplan & Zingales' and Fazzari's model but has dissimilarities with their measurements on classifying financially constrained and unconstrained firms. This research does not use the qualitative and quantitative approach as it is used by Kaplan & Zingales (1997) but uses a quantitative approach with a probit model. Probit model in this research will be discussed in the methods section. Furthermore, this research does not use Tobin's q as the proxy of investment as it is used by Fazzari et al. (1988) but uses fixed assets i.e. plant, property, and equipment (PPE). This research includes leverage to capture debt usage as a control variable to address the weakness of Fazzari's model. This research also includes firm size and sales as control variables to improve the goodness of fit of the researchmodel. However, this research does not include cash holding due to the expected multicollinearity problem with cash flows. The contribution of this study, therefore, will be on the improvement model of Fazzari and the use of probit model to assign a firm whether it is classified as financially constrained or unconstrained that it is different from Kaplan & Zingales' Model.
HYPOTHESES DEVELOPMENT
Asymmetric information as stated above provided us reasoning how financing decision from internal sources affects investment. Asymmetric information makes external funds becomes very costly because the creditors have difficulties to evaluate and assess the quality of firm's investment opportunities and risks. As a result, the creditors will require a cost of debt which is much higher than the cost of funds from its internal source (Lemmon & Zender, 2016) . Accordingly, the constrained firms will much rely on the availability of cash flows. Furthermore, pecking order theory (Myers & Majluf, 1984) sorts the source of funds from the cheapest to the most expensive. Sequentially, they have retained earnings, bank loans, issuing bonds, preferred stocks, and common stocks. Firms will use retained earnings (in-| 335 | ternal source of funding) first to finance their investment if the source of internal funds is not enough, firms can get the shortage from external sources i.e. bank loans, then issuing bonds, and so on. Deciding to finance investment from bank loans must consider that the investment rate of return must be higher than the cost of debts. Kaplan & Zingales (1997) said that financial constraints could occur if the firm faces a significant difference between the cost of capital from internal funds and the cost of capital from external funds. This definition provides a useful framework to distinguish firms into financially constrained and financially unconstrained. Firms with financial constraints are characterized by a difficulty to obtain funds from external sources (Kaplan & Zingales, 1997) . Hence, the limitation will eventually impede firms' ability to invest, so constrained firms will highly depend on cash flows (internal funds). Conversely, unconstrained firms have a flexibility to their source of funding so they have access external funding. Eventually, they less depend on internal funds (cash flows). This can be concluded that constrained firms will have a higher beta (cash flow sensitivity on investment) than unconstrained firms. In other words, the financial constraint will strengthen the effect of cash flows on investment. Based on this explanation, some hypotheses can be proposed as follows: H 1 : internal source of financing (cash flows) of unconstrained firms have a positive and significant effect on investment. The beta is expected to be higher than constrained firms' beta.
H 2 : financial constraints strengthen the effect of internal source of financing (cash flows) on investment.
METHODS
The population of this research is all listed manufacturing firms listed on the Indonesian Stock Exchange (IDX). They are 137 manufacturing firms listed in 2013-2015 so there are 411 cases. Samples are selected based on purposive sampling based on the availability of financial reports covering from 2013-2015. From 137 firms, there are 108 firms provided financial reports covering that period. Hence, there are 324 cases covered in this research. All data in this study will be obtained from Indonesian Capital Market Directory.
Investments
Generally, investments in fixed assets will be received back within more than one year and will be accepted gradually (Hidayat, 2010) . In this research, investment is measured as cash invested in PPE subtracted with cash received from selling PPE (Chang et al., 2009) . This research divides investment with the book value of total assets to address the issue of heterogeneity of firms' size. Firm A and Firm B. Firm A has investment IDR10,000,000 and total assets IDR1,000,000,000. Firm B has investment IDR1,000,000 and total assets IDR10,000,000. Nominally, Firm A has higher investment than Firm B but relatively from its total assets Firm A has investment 1% and Firm B has 10% investment. 
Cash Flows as Internal Source of Funding
Firms that lack access to an external source of funding will greatly depend on the availability of internal funds (cash flows generated from firm operating activities) to finance the firm investment. Cash flows are measured with following formula (Kaplan & Zingales, 1997) . This research uses total 
Control Variables
Some of control variables that may have an effect on investment decisions included in the study that can be seen as follows:
Leverage measured by the following formula (Aivazian et al., 2005) : 
Financial Constraints
This study uses a logit model to get predictive classification based on the consideration that the logit model is more lenient from normal distribution assumption (Eisenbeis, 1977) . This research uses dividend payment as the proxy of financial constraints as Deng et al. (2017) used. However, different from Deng's, this research threatens dividend payment as a dummy variable. Firms are classified as financially constrained if the firms do not pay a dividend. Such firms are assigned score one; otherwise zero. Financial constraint is a function of these following variables:
(1) liquidity is measured with current ratio. Firms with high liquidity may be able to pay dividend; (2) profitability reflects the availability of financial resources to generate cash flows; (3) change in profit is measured as a dummy variable, which is a score of zero is assigned for negative change and one is for positive change; (4) retained earnings reflect the availability of internal funds; and (5) slack reflects the availability of funds that can be used to finance investment.
These following steps are the steps to measure financial constraints: (1) to make a logit model to predict financial constraints with following equations. (12) can be interpreted as follows: (1) 1 measures the sensitivity of the effect of cash flows on investment for unconstrained firms; (2) 2 measures the sensitivity of the effect of financial constraints on investment, where financial constraints as an independent variable; (3) 3 measures the sensitivity difference of the effect of cash flows on investment between unconstrained and constrained firms; and (4) constrained firms denoted with total are measured with 1 + 3 .
Classic Assumption Tests
Before conducting a regression analysis, the developed model is tested from the classical assumptions. Classic assumption tests consist of normality test of the residual of the regression, multicollinearity, heteroscedasticity, and autocorrelation (Ghozali, 2011) . Although this model uses three-year observations, this research does not conduct autocorrelation test since the research model does not treat the data as panel data involving time series and cross sectional data but as repeated cross sectional data.
RESULTS
After the regression model passed from the normality, multicollinearity, and heteroscedasticity test (the result of the series tests can be seen in Appendix 1), the regression result can be seen as follows.
Descriptive Statistics
The descriptive statistics can be seen in Table  3 . Because residuals of the regression are not normal, this research transformed investment into 
Coefficient Determination (R 2 )
Coefficient determination shows the goodness of fit of model. Table 4 shows that R 2 is equal to 29.7 percent. It means that independent variables included in the model can explain investment at 29.7 percent. The rest (70.3 percent) is explained by other variables excluded from the model.
Simultaneous Effect Test (F Test)
F test also shows the goodness of fit of the model. The fitness of the model can be seen from the significance level (alpha). Table 5 shows that the value of alpha is less than 0.05. It means that simultaneously independent variables, i.e. LnSales, Leverage, CF, LnSize, CF_FC, and FC significantly affect investment.
The Result of t Tests
T tests provide the decision of whether proposed hypotheses are accepted or rejected. The result of t tests can be seen in Table 6 .
Based on the result in Table 6 , the research model can be formulated as follows:
Investment; (7) 5 for leverage is significant and the direction is not as expected. The increase in leverage will reduce investment; and (8) 6 for Lnsales is significant and the direction is as expected. The increase in sales will increase investment. Sales will produce cash and the cash will be used to finance firm investment.
DISCUSSION
The result in Table 6 provides empirical evidence that cash flows (internal source of funds) have a positive and significant effect on investment but the beta of unconstrained firms (0.062) is significantly higher than the beta of constrained firms (-0.011). The result is consistent with the findings documented by Kaplan & Zingales (1997) and Cleary (1999) that unconstrained firms have a more sensitive cash flows-investment than constrained firms. The statistic result implies that although unconstrained firms may have access to an external source of funding, they prefer to use cash flows generating from the firm operation rather than use an external source of funding. This may because unconstrained firms are able to earn a large amount of cash from their operation, so they have the capability to finance their investment from cash flows. Although unconstrained firms have access to external funds, they appear to prefer not to use external funds because the utilization of external funds will increase risk. They realized that the slowdown economic growth increases business risks for them so that they try to reduce the usage of long term debts to avoid the worsening of risks. The increase in debt level will worsen the availability of cash flows since firms must pay higher interest that eventually firm investment will decrease. This is strengthened by the significant negative effect of leverage on investment included in this research. Unconstrained firms have a flexibility to choose their source of funding. The result of this research supports the result of ArslanAyaydin et al. The model can be read as follows: (1) when all independent variables are zero, the SQRTinvestment will be 9.413; (2) 1 is 0.062. This is the beta for unconstrained firms. The beta 0.062 indicates that the increase in cash flows by 1 percent will affect the increase in the SQRTinvestment by 0.062 percent if other independent variables except cash flows are zero. The effect is also significant since the alpha is less than 0.05; (3) 2 is 0.157 implying that if other independent variables are zero the increase of financial constraints by 1 percent, the SQRTinvestment will increase by 0.157 percent. The effect is not significant; (4) 3 is -0.073 measuresthe sensitivity difference of the effect of cash flow on investment between unconstrained and constrained firms. The effect is significant. It means that financial constraints significantly weaken the effect of cash flows on investment; (5) beta ( ) for constrained firms is -0.011 measured from 0.062 + (-0.073). Beta -0.011 means that the increase of cash flows by 1 percent, the SQRTinvestment will decrease by 0.011 percent if other independent variables except cash flows are zero; (6) 4 for Ln size is significant the direction is as expected. The increase in Size will increase in | 340 | source of funding is a significant factor to affect investment, especially during economic crises. 3 has a negative sign meaning that financial constraints weaken the effect of cash flows on investment. The result does not confirm the hypothesis that financial constraints should strengthen the effect of internal source of financing decision on investment. Firms with financial constraint should have a higher beta than unconstrained firms. A higher beta reflects that constrained firms more rely on cash flows generating from firm operating activities. Hence, the increase in financial constraint should be followed by the increase in the usage of cash flows to finance their investments. The effect should be positive and significant. In contrast with the proposed hypothesis, this research provides that cash flows have a negative and significant effect on investment. This fact is interesting that can be explained as follows. The decrease of economic growth may pressure firms' operation so that it may worsen the ability of financially constrained firms to generate cash flows. As a result, their investment on fixed assets (PPE) declined significantly. This may be the indication that constrained firms, where they do not have access to an external source of funding, the increase in cash flows may not be used to finance their investment but the cash flows may be used to support their working capital so that their investment experienced a decline. This is in line with Figure 1 showing that from mid-2013 to mid-2015 there was a decline in investment growth in PPE but there was an increase in the total asset.
Additionally, financial constraints significantly weaken the effect of cash flows on investment. Constrained firms have a lower beta than unconstrained firms. It implies that constrained firms lack access to an external source of funding, so they solely rely on internal cash flows. The decrease in economic growth may make constrained firms more difficult to generate money from their operation, so constrained firms tend to under invest (Dogru & Sirakaya-Turk, 2017) . They lack cash flows, so they tend to not finance their investment opportunities with positive net present value (NPV). Financing the profitable investment opportunities by using debts make the opportunities become no longer feasible (negative NPV) due to the very expensive cost of debts. The result of the statistic has negative sign meaning that the increase in cash flows of constrained firms will reduce their investment. It is in line with the preference of constrained firms to let investment opportunities go because they do not have enough cash flows to finance their investment. Furthermore, the financial constraint may also be defined as not only limited access to external funding but also limited ability to generate money from their operational activities.
The research finding implies that the fiscal incentives might be not effective enough to prevent firm investment from declining. There is several reasoning to justify this claim. (Media-Industri, 2013) . Hence, not all types of industries get fiscal incentives. This may be the reason why this regulation was not effective enough to prevent investment growth of manufacturing industry from declining. Secondly, a tax-incentive regulation will work effectively if it is able to reduce the cost of capital (International-MonetaryFund, 2015a ). International Monetary Fund (2015b suggested that there are several tax incentives that are effective to reduce the cost of capital, such as accelerated depreciation schemes, investment tax credits, and super deductions.
In contrast, openended and profit-based tax holidays are less ef-| 341 | fective because of the benefit of incentives less than the capital cost of investment. Thirdly, Bank Indonesia (Jacobs, 2014) decided to keep the BI Rate at 7.50 percent made manufacturing firms difficult to keep their investment growth sustained.
From Table 2 that although in 2012-2015 nominally firms' investment increases but the growth in investment actually declined significantly. Hence, the tax-incentive regulation to prevent firm investment growth from declining may not suitable because the problem may be at the very expensive cost of capital. Accordingly, providing soft loans for firms may be a more suitable policy in the condition of declining national economic growth.
CONCLUSION AND SUGGESTIONS

Conclusion
From the value of beta and significance value of the statistic results, the study concluded that firstly, cash flows of unconstrained firms have a significant effect on investment. Secondly, financial constraints significantly weaken the effect of cash flows on investment. It means that unconstrained firms may prefer not to use external funds to finance their investment due to the expensive cost of capital. Constrained firms have seen having limited ability to generate money from their operation so that they have a lesser beta. Constrained firms tend to under invest.
Suggestions
The results of this research have several recommendations for policy, practice, theory, and future research. For policy, the financial incentive provided by the government to stimulate investment growth appears not effective since the growth of investment remains declines significantly. The availability of soft loans may help firms to reduce their installment so that they will get a flexibility to use their cash flows. Then, the availability of cash flows will increase investment.
For practice, when firms are under the slowdown economic growth, to decrease firm risks it is recommended that unconstrained firms with strong cash flows should use their internal cash flows to finance their investment rather than using debts. This recommendation has implication for firms that firms can apply less dividend payout ratio.
This research has a recommendation for theory. It is known that pecking order theory shorts the source of funding from the cheapest to the most expensive. The theory is applicable for Indonesia particularly in decreasing economic growth where uncertainties increase so risks also increase that accordingly cost of capital from external sources increases as well. Hence, unconstrained firms prefer to use cash flows rather than debts to finance their investment. This has an implication that firms may distribute a dividend in a small amount so that the firms retain a large amount of profit to finance firm investment opportunities rather than they have to get loans. This is because the cost of debts is higher than the cost of equity.
Finally, the results of this study also have implication for future studies. This study does not include dividend payout ratio (DPR) as an independent variable in the model. This variable may have an explanation to support the hypothesis if firms prefer to use cash flows so that firms will reduce their DPR. Future research may also include economic growth into the model to capture the explanation which one either economic growth or financial constraint dominantly affects investment. Finally, future studies may include the data in 2016 as well since there are many new regulations introduced by the new government to support a better system to increase investment growth.
